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To the Stockholders: 


During 1958 the activities of the Company, in addition to an active exploration and development program, 
were directed to the modernization and repair of the equipment and the re-working of the wells on the 
Company’s producing properties. This rehabilitation program was not only long overdue, but was required if 
the full potentialities of the producing properties were to be realized. As a result of this program, the Company’s 
expenditures for new equipment and for re-working existing wells were substantially higher in 1958 than in the 
preceding years. The completion of this modernization and improvement program has reduced the Company’s 
operating costs by the replacement of outmoded and inefficient equipment, and, according to independent 
consulting engineers, has substantially increased the oil reserves of the Company. 

In order to finance this modernization and improvement program and to conduct the exploration and 
development program the Company borrowed approximately $933,000 during 1958. Approximately 
$1,570,000 was invested in new properties and equipment and in the improvement of the older properties. 
Repayment of long term debt amounting to $1,163,000 during 1958 resulted in a net reduction in such debt 
of $230,000 when compared with the balance at December 31, 1957. The Company’s bank loan at December 
31, 1958 amounted to $3,226,300 (of which $625,700 is included as a current liability) and is payable out of 
70% of the net oil and gas produced and marketed from certain of the Company’s oil and gas properties. 

As a consequence of the recent political disturbances in Cuba the Board of Directors has set up a reserve 
equal to the full amount of the Company’s investment in Arrow Drilling and Exploration Company of Cuba, 
Inc., which at December 31, 1958 amounted to $235,872. An attempt is now being made to dispose of the 
Company’s investment in Arrow Drilling and Exploration Company of Cuba, Inc. and in the meantime 
Westates has ceased to make any further advances to that company. 

The Company had a net loss of $753,350 in 1958 as compared with a net profit of $131,685 in 1957. 
The net loss for 1958 includes charges aggregating $440,172 for the provision for possible loss of $235,872 
against the Company’s investment in Arrow Drilling and Exploration Company of Cuba, Inc., a write-off 
of $104,300 for surrendered and expired leases and a provision for possible loss of $100,000 on the 
Company’s investment in the San Emidio and Paloma properties. The net cash income of the Company 
during 1958 before depreciation, depletion and other non-cash items, amounted to $1,304,000. 


The operations of the Company during 1958 were adversely affected by various factors which include: 
(1) the drastic reduction in the prices paid for crude oil by the purchasing companies, particularly in 
California, (2) the reduction in the level of drilling activity, and (3) increased expenses in connection with 
the rehabilitation program. 

A Consolidated Balance Sheet of the Company and its wholly owned subsidiaries as of December 31, 
1958, and a Consolidated Profit and Loss Statement for the Company and such subsidiaries for the year 
ended December 31, 1958, which have been certified by Arthur Andersen & Company, independent public 
accountants, are included herein. 

Producing Operations 

During 1958 Hamilton Dome Oil Company, Ltd., a wholly owned subsidiary of the Company, produced 
net to its interest 692,730 barrels of oil and 1,206,441 Mcf. of gas, which is an increase of 71,364 barrels 
of oil and 247,603 Mcf. of gas over the comparable figures for 1957. It is anticipated that the production 
of oil and gas will further increase during 1959. The revenue from oil and gas sales was adversely affected 
during 1958 by the drastic price cuts made by the purchasing companies. The area most seriously affected 
was California, with price cuts ranging as high as 90¢ per barrel. Despite the various price cuts, total 
revenue from oil and gas sales increased approximately $41,000 over 1957 because of the increase in 
production and the fact that some of the price cuts were not in effect throughout the entire year. However, 
unless the prices paid for crude oil in California are soon restored to levels approximating the prices in effect 
on January 1, 1958, it is anticipated that the net revenue from the sale of oil and gas will decrease in 1959. 
Hamilton Dome Field ; 

During 1958 six additional wells were drilled in the Hamilton Dome field in Wyoming. All of these 
wells were commercial producers. The completion of these wells and the two wells which were drilled in the 
latter part of 1957 makes a total of eight wells which have been drilled since the acquisition by the Company 
of 100% of the working interest in 5,471 acres in this field. Although there is a substantial number of 
additional locations which are considered proven, further development has been deferred pending the results 
of attempts to secure an additional crude market. In the opinion of an independent consulting petroleum 
engineer retained by the Company, these eight wells have developed additional reserves, after deducting 
royalty interests, amounting to approximately 2,175,000 barrels of oil. It is hoped that arrangements can 
be made in the near future which will enable the Company to proceed with the development of its leases 
in this field. 

San Emidio Nose Area 

During 1958 Hamilton Dome Oil Company, Ltd. acquired a 50% interest in approximately 1000 acres 
in the San Emidio Nose area in Kern County, California. Several wells have been completed by Richfield 
Oil Company in this area with production from the Reef Ridge formation. Hamilton Dome participated in 
the drilling of a well on this acreage which has been suspended awaiting results of wells being drilled in 
the surrounding area by other operators. Richfield Oil Company has recently completed a well in the 
Stevens formation which flowed at an initial daily rate of 1,681 barrels of 30° gravity oil. This well, which 
is located approximately 112 miles southeast of the suspended well, greatly enhances the value of the 
acreage which Hamilton Dome has under lease. Our well was suspended prior to the completion of Richfield’s 
Stevens discovery and was not drilled to a sufficient depth to test this zone. 


Paloma Field 

During 1958 Hamilton Dome Oil Company, Ltd. acquired a 50% interest in a 2,000 acre lease adjacent 
to the Paloma field, Kern County, California. A test well was drilled to the Stevens formation and completed 
at a depth of 10,972 feet. Problems which have arisen in connection with the completion of this well 
indicate that the well will probably not produce its initial indicated potential. 


In 1959 two additional wells were drilled to the Stevens zone, both of which cored oil sand. The second 
well, after flowing at the restricted rate of approximately 250 barrels per day, developed mechanical problems 
and at the present time is not producing. The third well on a production test showed large quantities of 
water and has been suspended pending engineering studies. At the present time the Company is unable 
to determine the ultimate result of the drilling of these three wells. 


In view of the fact that the ultimate results in both the San Emidio and Paloma field are unknown at 
this time, provision for possible loss in the amount of $100,000 has been charged against 1958 income. 


New Mexico 

Anderson-Pritchard has recently completed a well in Lea County, New Mexico, offsetting an 80 acre lease 
in which the Company has a one-half interest. The initial tests of this well indicated a production rate of 30 
barrels of oil per hour from the Fusselman formation and 20 barrels of oil per hour from the Drinkard 
formation. In addition, Gulf Oil Company has drilled a well to the south of our acreage which was successfully 
completed in the Blinebry formation. Arrangements are being made for the drilling of an offset well on 
our lease. 


Hamilton Dome Oil Company, Ltd. has acquired a one-half interest in an oil and gas lease comprising 
35,000 acres in Sandoval County, New Mexico. A geologic study in this area indicates that drilling for 
gas or oil is warranted. It is the intention of Hamilton Dome to enter into a farm-out arrangement with third 
parties for the drilling of a well at little or no cost to Hamilton Dome under which it will retain an interest 
in the property. 

Contract Drilling Operations 

Drilling activity for the Arrow Drilling Company divisions of the Company, as well as for the drilling 
industry generally, decreased during 1958, particularly during the second quarter. During 1958, the percentage 
of rig days operated by the Arrow Drilling Company divisions decreased from 60.4% in 1957 to 50.4%. 
Notwithstanding this decreased activity, gross revenue from the drilling operations increased by $581,000 in 
1958 over 1957; net profit before depreciation amounted to $955,000 in 1958 as compared with $627,000 
in 1957. The above net profit is related only to the operations of the drilling divisions and does not include 
general corporate administrative expenses. 

In 1958 Arrow Drilling Company of Canada, the Canadian drilling division of the Company, drilled 
the deepest well to date in Canada. The total depth of this well was 15,283 feet, which exceeded the previous 
record which was established by Arrow in 1957. Arrow has continued to maintain its fine reputation 
throughout the industry. 


The following tabulation sets forth certain information concerning the activities of Arrow Drilling 
Company: 


Drilling Statistics 1956 1957 1958 
Total Footage Drilled 703,709’ 535,549’ eas Lee 
Average Depth Per Well 7,108’ 6,690’ 6,806’ 
Number of Wells Drilled 99 80 87 
Per Cent Rig Days Operated 67.5% 60.4% 50.4% 
Rig Days Operated 5,186 4,627 3,678 

Recapitalization 


During the year consideration was given to various plans for recapitalization of the Company. Due to 
the many technical problems involved in working out such a plan no final agreement on a plan of recapitalization 
has been reached. During 1958, as a step toward the recapitalization of the Company, the common stock 
was reclassified at the rate of one share of new common stock, par value $2 per share, for each ten shares of 
old common stock, par value $1 per share. As a result of this action, the 1,880,000 shares of old common 
stock previously outstanding were reclassified into 188,000 shares of new common stock, par value $2 
per share, and the amount of $1,504,000 was transferred from the common stock capital account to the capital 
surplus account. 


It is hoped that the recent action of the United States government restricting imports of foreign crude will 
have a stabilizing effect on the domestic crude market. It is also hoped that such action will be a favorable 
factor in raising depressed crude prices to higher levels. The drilling industry has shown some improvement 
over 1958 levels in recent weeks. It is believed that funds budgeted by oil companies for foreign drilling are 
being diverted to the drilling of wells in the United States. Our operating results will improve materially in 
1959 provided that crude oil prices are increased and a higher level of drilling operations is attained. 


Respectfully submitted, 


H. W. THOMPSON 
April 15, 1959 President 


WESTATES PETROLEUM COMPANY AND SUBSIDIARIES 


Consolidated Statement of Income 
for the Year Ended December 31, 1958 


OPERATING INCOME: 
Drilling operations 
Oil and gas sales (Note 1) 


OPERATING CHARGES: 
Cost of drilling operations 
Oil production expenses 


Abandonments, undeveloped lease rentals, 
dry hole well costs, etc. 


Administrative and general expenses 


Net operating income before provisions 
for depreciation, depletion, and amortization 


PROVISIONS FOR DEPRECIATION, DEPLETION, 
AND AMORTIZATION: 


Drilling operations 
Oil operations 


Net operating loss 


OTHER DEDUCTIONS: 


Interest expense ($272,266) and other 
nonoperating income and expenses, net 


Provision for loss on investment in 
Arrow Drilling and Exploration 
Company of Cuba, Inc., a 25 per cent interest 


Net loss for the year 


$3,811,343 
817,362 


245,158 


759,110 


$1,103,803 


499,657 


$ 132,967 


__235,872 


The accompanying notes are an integral part of this statement. 


$5,038,484 
1,813,438 
$6,851,922 


5,032,979 


$1,218,949 


1,603,460 


$ (384,511) 


368,839 
$'( 753,950) 


WESTATES PETROLEUM CC 
CONSOLIDATED BALANCE § 


ASSETS 
CURRENT ASSETS: 
Cash $ 447,801 
Accounts receivable — 
Drilling operations (including $150,194 
assigned to secure notes payable) $ 759,145 
Oil operations 364,512 1,123,657 
Inventories — 
Warehouse stocks, at average cost $ 104,517 
Crude oil, at market 44,195 148,712 
Contracts in progress, less advance 
billings of $250,352 382,319 
Prepaid expenses 73,158 
Total current assets $ 2,175,647 
PROPERTY, PLANT, AND EQUIPMENT: 
Cost Reserves Net 
Oil and gas properties 
(Notes 1 and 2) $10,471,277 $ 4,236,750 $ 6,234,527 
Drilling rigs, tools, 
and equipment 4,812,456 1,150,883 3,6015575 
Other 993,742 196,117 797,625 
$16,277,475 Sa00 5,750 $10,693,725 10,693,725 


OTHER ASSETS 192,034 


$13,061,406 


The accompanying notes are an i 


PANY AND SUBSIDIARIES 
EET — DECEMBER 31, 1958 


LIABILITIES 
CURRENT LIABILITIES: 


Notes payable (partially secured by assignment 
of accounts receivable) 


Current portion of long-term debt 
Accounts payable 
Accrued liabilities 


Total current liabilities 


LONG-TERM DEBT (net of current portion included above): 


5% % and 6% mortgage notes, due in 
varying installments to 1963 (Note 2) 


5% installment notes, due serially to 1960 
(secured by mortgage on oil well drilling rigs) 


6% installment notes, due serially to 1960 


Noninterest-bearing notes, due in equal 
monthly installments to 1960 (Note 2) 


Other 


CAPITAL STOCK AND SURPLUS (Notes 3, 4, and 5): 


Prior preferred stock, 4% series, no par value — 
Authorized — 1,500,000 shares 
Issued and outstanding — 514,000 shares 


Preferred stock, $1 par value — 
Authorized and issued — 620,000 shares, 
including 185.7 shares of treasury stock 


Common stock, $2 par value — 
Authorized — 3,000,000 shares 


Issued — 188,000 shares, including 
29.14 shares of treasury stock 


Capital surplus 


Earned surplus (all restricted as to payment 
of dividends — Note 2) 


Less — Treasury stock, at cost 


‘al part of this balance sheet. 


$ 2,600,598 


465,000 
321,236 


306,834 


___ 55,985 


$ 2,570,000 


620,000 


376,000 
1,788,639 


952,749 


$ 6,307,388 
2,549 


pe 709,332 
LOS 797 
896,026 


2035759 


$ 3,006,914 


3,749,653 


__ 6,304,839 
$13,061,406 


WESTATES PETROLEUM COMPANY AND SUBSIDIARIES 


Consolidated Statements of Surplus 
for the Year Ended December 31, 1958 


EARNED SURPLUS 


BALANCE, DECEMBER 31, 1957 $1,706,099 
DEDUCT — 
Net loss for the year ended December 31, 1958 753,300 


BALANCE, DECEMBER 31, 1958 
(All restricted as to payment of dividends — Note 2) $ 952,749 


CAPITAL SURPLUS 


BALANCE, DECEMBER 31, 1957 $ 284,639 
ADD — 

Surplus arising from reduction in capital attributable to common stock (Note 4) 1,504,000 
BALANCE, DECEMBER 31, 1958 $1,788,639 


The accompanying notes are an integral part of these statements. 


WESTATES PETROLEUM COMPANY AND SUBSIDIARIES 


Notes to Consolidated Financial Statements 
December 31, 1958 


(1) Certain oil properties are subject to reserved oil payments, payable out of oil and gas production from the properties. 
Proceeds from the sales of oil and gas from these properties in 1958 ($139,857), which have been applied in liquidation of 
the principal amounts of the oil payments and payment of interest thereon, have been excluded from income. The aggregate 
principal balance of these oil payments, not reflected in the financial statements, was $236,203 as of December 31, 1958. 


(2) The 5% and 6 per cent mortgage notes payable to the bank are obligations of a consolidated subsidiary and are 
secured by a mortgage and deed of trust covering substantially all of the producing oil and gas properties. These notes are 
being paid out of 70 per cent of the subsidiary’s interest in proceeds from the sales of oil, gas, and other hydrocarbons 
produced from the properties. 


The notes provide for minimum aggregate payments of varying amounts through August 31, 1963. The portion included 
in current liabilities at December 31, 1958 ($625,700), represents the minimum amount payable in 1959. 


The subsidiary has agreed to maintain working capital (as defined) of not less than $200,000 and to maintain a 
collateral cash account with the bank in an amount equivalent to 20 per cent of one of the notes outstanding. As of December 
31, 1958, the subsidiary’s working capital (as defined) amounted to $201,000. The subsidiary has also agreed not to pay any 
dividends, reacquire any of its capital stock, or in any other manner return any of its capital or make any distribution of its 
assets to its stockholder (Westates Petroleum Company). Since the parent company has a deficit in its earned surplus account, 
all of the consolidated earned surplus is restricted as to payment of dividends as of December 31, 1958. 


As payments become due on the noninterest-bearing installment notes the company may, and intends to, borrow 
additional amounts under the 6 per cent mortgage notes. Since the 6 per cent mortgage notes are not due until 1963, no 
portion of the noninterest-bearing installment notes has been included in current liabilities at December 31, 1958. 


(3) Dividends on preferred stock are cumulative at the rate of 70 cents per share per annum. As of December 31, 1958, 
preferred stock dividends were in arrears by approximately $11,075,000. When dividends are in arrears on the preferred 
stock the common stock has no voting rights. 


(4) On October 27, 1958, the stockholders approved an amendment to the company’s certificate of incorporation 
decreasing the number of shares of authorized common stock from 5,000,000 shares of $1 par value to 3,000,000 shares of 
$2 par value, and reclassifying the 1,880,000 shares of $1 par value common stock then outstanding into 188,000 shares of 
$2 par value common stock. The stockholders also approved the reduction in capital attributable to the common stock from 
$1,880,000 to $376,000 and the amount of this reduction ($1,504,000) was credited to capital surplus. 


(5) As of December 31, 1958, the company had reserved 55,000 shares of its common stock for purchase by certain 
officers and employees under a stockholder-approved stock option plan at a price of $7.10 per share. The options are 
conditioned upon continued employment and are exercisable in four equal annual installments commencing with the grant 
date and expiring five years thereafter. Options covering 13,750 shares were exercisable as of December 31, 1958, but no 
shares had been purchased as of that date. 


ARTHUR ANDERSEN & CO. 


ACCOUNTANTS AND AUDITORS 


415 PHILTOWER BUILDING 
TULSA 3 


To the Stockholders and Board of Directors, 
Westates Petroleum Company: 

We have examined the consolidated balance sheet of WESTATES 
PETROLEUM COMPANY (a Delaware corporation) and subsidiaries as of 
December 31, 1958, and the related consolidated statements of income 
and surplus for the year then ended. Our examination was made in 
accordance with generally accepted auditing standards, and accordingly 
included such tests of the accounting records and such other auditing 
procedures aS we considered necessary in the circumstances. 

In our opinion, the accompanying consolidated balance sheet 
and consolidated statements of income and surplus present fairly the 
financial position of Westates Petroleum Company and subsidiaries as of 
December 3l, 1958, and the results of their operations for the year 
then ended, and were prepared in conformity with generally accepted 
accounting principles applied on a basis consistent with that of the 


preceding year. 


Veh S Ober ES. 


Tulsa, Oklahoma, 


March 30, 1959. 
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